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Umzimvubu Local Municipality 
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Reference; 60083REG0809 


Dear Sir 

Report of the Auditor-General on the financial statements and performance 

information of Umzimvubu Local Municipality forthe year ended 30 June 2009 

1 . The above-mentioned report of the Auditor-General is submitted herewith in 
terms ofsection 21(1) ofthe Public Audit Act, 2004 (Act No. 25 of 2004) read in 
conjunction with section 1 88 of the Constitution of the Republic of South Africa, 
1996 and section 121(3) of the Municipal Finance Management Act, 2003 (Act 
No. 56 of 2003) (MFMA)/ section 40(2) 

2. The audit report is issued as a final draft pending our receipt of all other 
documents that will be included in the annual report that will contain the audited 
financial statements is received. 

3. Once these documents are received we will read them to establish if there are 
any inconsistencies with the audited financial statements. You will then be 
requested to amend the other infonmation or the financial statements in respect of 
any inconsistencies. Once this process has been satisfactorily completed we will 
issue the final signed audit report. 

4. in terms of section 121 (3) of the MFMA you are required to include the audit 
report in the Municipality’s annual report to be tabled. 

5. Until the annual report is tabled as required by section 127(2) of the MFMA the 
audit report is not a public document and should therefore be treated as 
confidential. 

6. Prior to printing or copying the annual report which will include the audit report 
you are required to do the following: 

• Submit the final printer’s proof of the annual report to the relevant senior 
manager of the Auditor-General of South Africa for verification of the audit- 
related references in the audit report and for confirmation that the financial 
statements and other information are those documents that have been read 
and audited. Special care should be taken with the page references in your 
report, since an incorrect reference could have audit implications. 


Auditing to build public confidence 


— — — Aydst^r-Generol Republic of South Africa 

PO Box 13252 Vincent 5217 Eastern Cdpe • Docex 72 • Tel: +27 (0)43 709 7200 • Fax: +27 (0)43 709 7300 • www.agsa.co.za 



• The signature Auditor-General in the handwriting of the auditor authorised to 
sign the audit report at the end of the hard copy of the audit report should be 
scanned in when preparing to print the report. This signature, as well as the 
place and date of signing and the Auditor-General of South Africa’s logo, 
should appear at the end of the report, as in the hard copy that is provided to 
you. The official logo will be made available to you in electronic fotmat. 

7. Please notify the undersigned Senior Manager wel! in advance of the date on 
which the annual report containing this audit report, will be tabled. 

8. Your cooperation to ensure that all these requirements are met would be much 
appreciated. 

Kindly acknowledge receipt of this letter. 


Yours sincerely 



Enquiries: Singa Ngqwala 

Telephone: (043)709 7250 

Fax: (043) 709 7300 



REPORT OF THE AUDITOR-GENERAL TO THE PROVINCIAL LEGISLATURE 

AND COUNCIL ON THE FINANCIAL STATEMENTS AND PERFORMANCE 

INFORMATION OF THE UMZIMVUBU LOCAL MUNICIPLAITY FOR THE YEAR 

ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Umzimvubu Local 
Municipality which comprise the statement of financial position as at 30 June 
2009, the statement of financial performance, statement of changes in net 
assets and cash flow statement for the year then ended. and a summary of 
significant accounting policies and other explanatory not|s, a‘s. set out on pages 
[XX] to [xx]. 

The accounting ofTicer’s responsibility for the finai|cial statements 

2. The accounting officer is responsible for the ^^^ration and fair presentation of 

these financial statements in accordar^ with Statements of Generally 
Recognised Accounting Practice (Staj^ients of ipRAP) and in the^ manner 
required by the Municipal Finance Managerpent Act; ^03 (Act No.,; 56 of 2003) 
(MFMA), the Division of Revenue Act, 2007 (Apt No. 1 df 2007) (DoRA) and for 
such internal control as the acc^unting officer determines is necessary to enable 
the preparation of financial statJinfdnts that are free ffom material misstatement, 
whether due to fraud or error. f 

The Auditor-Generars responsibility ^ ^ 

3. As required by se cti^ 'tSS of the Constitution of the Republic of South Africa, 

1 996 read with se'ttioii 4 pf the Public Audit Act, 2004 (Act No. 25 of 2004)(PAA) 
and section tzi(3) of the Municipal Manageprient Finance Act, 2003 (Act No. 56 
of 2003) (MFMA), my responsibility is to express an opinion on these financial 
statemepteJbased on my audit. f 

4. I cond&cted my a|idit in accdrdance with the International Standards on Auditing 
read with General Natice 616 af 2008, issued in Govemment Gazette No. 31057 
df IBMay 2008. Thpse standards require that i comply with ethical requirements 
and pian and performgthe addit to obtain reasonable assurance about whether 
the financial statements are free from material misstatement. 

5. An audit involyes ^rforming procedures to obtain audit evidence about the 
amounts and discfisures in the financial statemente. The procedures selected 
depend on thejauditor’s judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. 
In making those risk assessments, the auditor considers internal control relevant 
to the entity’s preparation and fair presentation of the financial statements in 
order to design audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the entity’s 
internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial 
statements. 

6. Paragraph 1 1 ef seq. of the Statement of Generally Recognised Accounting 
Practice, GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entities shall provide information on whether resources were 
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obtained and used in accordance with the legally adopted budget. As the budget 
reporting standard is not effective for this financial year, I have determined that 
my audit of any disclosures made by the municipality in this respect will be 
limited to reporting on non-compliance with this disclosure requirement. 

7. I beiieve that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Basis for adverse opinion 

Change in accounting policy 


8. The municipality changed its basis of accounting from the Institute of Municipal 
Financial Officers (IMFO) to Statements of GRAP during the current financial 
year. This change should therefore be applied to all prior year amounts based on 
the Statements of GRAP reporting framework. The changjjl 1^ figures should be 
disclosed as if the new accounting policy had aiways been applied. It was found 
that the municipality has not restated the opening balapces of each component 
affected for the earliest prior period presented. Fu^jhermore, no disclosure of the 
change in accounting policy has been made jg^^e §nnual financial statements. 
A reconciliation of the comparative figures tfte IMFO basis to the restated 
Statements of GRAP balanees was no||provideds|or audit purppses.^The full 
impactof the misstatement is therefore>^dficeitain. ^ 


Journals 


9. The municipality did not provStde sufficient appropriate audit evidence and 
explanations to support debit journal entries of R266, millipn and credit journal 
entries of R235 million. The lack p| supporting dbcumentation and the 
municipality’s records did not perm| the'iapp|Oation^bf alternative procedures. 
Consequently, I di(|^not obtain all Ihe fnformation I considered necessary to 
determine whethef "tn^ journal entries processed across all account balances 
were correct. 

Comparative figures arid opening balances 

10. A dis cyii^W audit opinion was issi|i€ in the prior year. During the year under 
revie# no corj-ective measures were implemented by management on 
^^lifications reported in the pripryear audit report and as a result I am unable 
td Ver|y the comparative figures other than agreeing them to the prior year 
financiil statements. These amounts have also been used as the opening 
balances fpr the accounts reflected in the statement of financial position. 

11. Furthermore, grants and subsidies, other income and employee related costs 
were disclosed as R76.8 million, R5.4 million and R20.8 million respectively in 
the prior year annual financial statements, whereas the comparative figures in 
the current year annual financial statements reflect balances of R80 million, R3 
million and R20.4 million respectively. The municipality was unable to provide 
adequate supporting documentation and explanations for these changes. I was 
therefore unable to determine whether these amounts were correct. 


Trade and other receivables 


12. Trade and other receivables of R3.2 million are disclosed in the statement of 
financial position and in note 3 to the annual financial statements. Included in 
this balance is a refund of R2.2 million for value added tax. The amount as 
disclosed could not be confirmed due to the following; 

• There is an unreconciled difference of R1.4 miliion between the year end 
VAT reconciliation (R3.6 million) and the amount disclosed in the annual 
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financial statements. Documentation was also not provided in support of the 
amounts reflected in the year end VAT reconciiiation. 

• The monthly VAT returns for the full year were only completed at year end. 
Monthly reconciliations between the general ledger and VAT 201 forms were 
therefore not performed and the VAT 201 forms were not submitted to the 
Revenue Authority on a bi-monthly basis as required. 

• The municipality is on the payments basis for VAT. However, total revenue 
as refiected in the annual financial statements agreed to the total revenue as 
per the VAT 201 forms for the year. No adjustments were made for the 
opening and closing balances of accounts receivable. 

• Monthly revenue figures as reflected in the returns were the same for each 
month, however inspection of the municipality’s accounfing records revealed 
that revenue was not earned evenly throughout th^eiar. < 

• The municipality was unable to provide the dire^iye from SARS reflecting 

the percentage of input VAT that the municip^|ity is allpwed to claim. I was 
therefore unable to determine the appropr^tg apportionrn|nt percentage to 
use for the calculation of input VAT. ^ 

• Vatable expenditure was incorrect^l recordedl in the accountih^ records 
inclusive of VAT. These amounts were subsequb^tly reverse|l via journal 
entries, however I was unable to determine 'iA/hether the entries processed 
were correct due to insufficie^nt supporting documentation. 

13. The municipality’s records did hot l^rrnit the perfornianqe of alternative audit 
procedures. Consequently I was uha|le to determiije whether the amount 
dtsclosed in the annual financiai statements for value^ded tax was actually due 
to the municipality a^ included in the aphual financial statements at the correct 
amount. I coulc^elsb npt determine the impact of any misstatements on 
revenue, accqjE|ts receivable, expenditufe and accounts payable as dlsclosed in 
the annual firtanciai statements. 

14. In addit|q[^;s|^uded under trade receivables and disclosed in note 3 to 

the aghiilW^hcial statefhents is airlmount of R0.8 million reflected as owing 
bycAlfred Nzo Distrfct Muhicipalit^. However, the local municipality was unable 
t#prbvide any supporting documentation to confirm this amount. Furthermore, 
the district municipality faile# to provide confirmation of this receivable and the 
amount is nqt reflected as a payable in the annual financial statements of the 
Alfred Nzo bistrict Municipality for the year ended 30 June 2009. We were 
therefore unable to confirm whether this balance was actually owing to the 
municipality at year end. No provision has been raised for this amount in the 
annual financial«statements. 

Consumer debtors 

15. 1 was unable to satisfy myself that the consumer debtors of R1 million in the 
statement of financial position and in note 4 to the annual financial statements 
included all amounts receivable at year end and that the debtors were reflected 
at the correct balances. This was as a result of the municipality not having an 
adequate debtors system in place during the financial year. Billings were not 
performed on a monthly basis and all revenue was raised at year end. 

16. Reconciliation of the debtor’s sub-ledger to the general ledger account and the 
debtor’s age analysis was not performed and a difference of R0.2 million was 
noted between the debtors age analysis balance of R3.8 million and the balance 
of R4 million reflected in the annual financial statements. Furthermore, the 
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debtor’s ledger did not reconciie to the debtors age analysis. The municipality 
was unable to furnish adequate explanations or documentation in support of 
these differences. 

17. Furthermore, debtors with credit baiances of R1.1 million have reduced the 
baiance of consumer debtors. Due to the lack of supporting documentation and 
explanations, we were unable to determine what these credit balances relate to 
and whether these debtors should be disclosed as creditors instead. 

18. ! was unabie to determine whether subsequent payments in respect of consumer 
debtor’s balance were received after year end due to payments not being 
processed in the general ledger after year end. There is therefore uncertainty as 
to the recoverability of the consumers debtor balance of R1 million as the 
adequacy of the allowance for doubtful debts could not be determined. 

• ■ H 

Property, plant and equipment 

19. The municipality disclosed property, plant and equip^niof R306 million in note 
6 to the annual financial statements. Unreconcil^ differences existed between 
the asset types per the general ledger, trial b^^e and fixed asset register. 

20. We were unable to locate the physical asfets appearing on the asset list as 
there were no unique identifiers on the f^ets. It wlis therefore alsq 

to trace the physical assets held by the muniplpality tp tj^e asset regi^ter. 

21. Land and buildings could also not be physically verified as Erf numbers were 
not included in the asset regist%. It was therefore not possible to trace the land 
and buildings to title deeds to confjnn whether ownership^js in the name of the 
municipaiity. 

22. Consequently, there were no satisfactorf audit projgedures I could perform to 
obtain reasonable ^^^artce that all Rroperty, plapt and equlpment as disclosed 
in the annual fi^ncial staiements exist or whether all assets that belong to the 
municipality anWecognised in the annual finpncial statements. 

Investment properties 

23. The d^^^^^Tch perf6|rned for audit purposes revealed that there were a 
nu|Rber of properties regjstered in the name of the municipality. The 
rhunicipality does npt maintaln a register of all investment property and I was 
unable to determine which of these properties were investment properties and 
which weie owner-occupied. I was therefore unable to determine whether all 
investmenV i^operties. that are owned by the municipality have been inciuded in 
the amount ^sclosedlih the statement of financial position. 

Payables 

24. 1 was unable to satisfy myself, even after performing aiternative procedures, that 
trade payables of R0.3 million as disclosed in the statement of financial position 
included all amounts due to suppliers at year end and that trade creditors were 
recorded at the correct amounts. This was as a result of trade creditors not 
supported by adequate documentation. 

25. In addition, the municipality did not prepare supplier reconciliations and did not 
have an adequate alternative system of ensuring that all goods and services 
received prior to year end, but not yet paid, were raised. The impact of the 
unrecorded payments on expenditure as disclosed in the statement of financial 
performance and payables as disclosed in the statement of financial position 
could also not be determined. 
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Unspent condittonal grants and reserves 

26. As disclosed in the statement of financial position, the municipaiity has unspent 
conditional grant and reserves of R53.7 million owing at year end. The 
municipality does not maintain adequate records of grants received and related 
expenditure incurred during the year and no documentation was received to 
validate the amount owing. The municipality’s records did not permit the 
application of alternative procedures regarding the unspent conditional grant 
liability. Consequently I did not obtain all the information necessary to confirm 
the amount owing at year end. 

Provision for the rehabilitation of iandfill sites 

27. The municipality, which operates landfill sites, has an obligation in terms of 
section 28 of the National Environment Management Act, 1^98 (Act No. 107 of 
1998) to restore such sites. Detailed records of the capacityd landfill sites are 
not maintained by the municipality. Consequently, information regarding the 
rehabilitation of landfill sites has not been disc|osed in the annual financial 
statements. 

Employee benefits 

28. The municipality made payments to a^^fehsion fuhd during the finaicial year. 
Due to lack of documentation relating to the pens|prtifund, we were unable to 
determine whether the pension fund was a deffned benefit plan or defined 
contribution plan. The municipgjity has also falled to include the applicable 
disclosures in the annual financipi statements. 

■ ■ ■ ■ 

Accumulated surplus 

29. The accumulated surplus account as r^ected in the statement of financial 
position and the st^i^^nt of changes i#het assets went from a debit balance of 
R10.7 million inihe prior financial year to a credit balance of R53.7 million in the 
current finane# year. The municipality 0d not provide sufficient supporting 
documentation for the mpyement of R64.#million on this account for the year. 
The entitii^mcords did nPt permij||h^dplication of alternative procedures. 

30. Consp^uently, I did not obtain all the information I considered necessary to 
d§|ermine the correctness and appropriateness of the amounts allocated to and 
frdm the accumulated surplus^account during the year under review. 

Grants and subsidies 

31 . The municipality di^J not provide adequate supporting documentation and 
explanations for rolj^over projects of R20.8 million and operating reserves of 
R9.5 million discjpsed in note 16 to the financial statements. 

32. A register of all grants received is not maintained by the municipality. An 
unreconciled difference of R1.7 million exists between the Municipal 
Infrastructure Grant received as per the bank statement and the amount 
disclosed in the annual financial statements. The municipality could not provide 
adequate explanations for this difference. 

33. Consequently, I did not obtain all the information I considered necessary to verify 
government grants and subsidies received of R49 miliion as disclosed in notes 
13 and 16 to the annual financial statements. 
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Assessment rates 

34. Included under other income of R9.1 million in the statement of financial 
performance is property rates of R4 million as disclosed in note 1 5 to the annual 
financial statements. The property rates were calculated based on the valuation 
roll. Due to inadequate supporting documentation, I was unable to determine 
whether all the properties that should have been on the valuation roll were 
actually on the valuation roll and whether the property rates were caiculated at 
the correct amounts. 

Operating expenses 

35. The municipaiity was unable to provide adequate documentation in support of 
expenditure totating R3.3 million which has been included under operating 
expenses of R71.4 million as disclosed in the st^§ment of financial 
performance. 

36. Reversals of expenditure transactions totaling Rtil million were processed 
through the operating expense accounts i^ the ^eneral ledger. No 
documentation was provided in support of thes^Teyersals lanld the municipality 
was unable to provide an explanation for these tratlsactions. ^ 

37. Payments to suppliers were not ali rf^ded in fhe municipality’s aeɓounting 
records. I was unable to determine the impdct of thes%unrecorded^<transactions 
on expenditure and current liabiiities. 

38. Consequently, there were no ^tisfactory audit proCedures I could perform to 
obtain reasonable assurance tlfat operating expend|ture reflected in the 
annual financial statements is corre<l^'^nc|that all expehditure that should have 
been recorded has actually been recbrdedi 

39. Payments amountinf|E| R1.1 million wef4 found tp be incorrectly allocated withln 
expenditure acqpunts and I was unablp to determine the extent to which the 
amounts discldl4d in note 19 to the anntial f|nancial statements were incorrect. 

Employee related costs 

40. Includelfw^lll^lDyee re(ated costs of R28.2 million as disclosed in note 17 to 
thp; annual financlai staternents.^the municipality has incurred expenditure of 
PP.7 million relating to payments to third parties for medical aid, pension fund 
contributions, PAYE and UIF.M difference of R8.6 million was identified between 
this amqiint and the balance per the general ledger of R11.3 million. The 
balance per the general ledger for PAYE and UIF was R1.3 milllon more than 
the amounts reflectgll on the Employee 201 forms. I was also unable to agree 
the balances abo>p1o underlying source documentation. 

41. The municipality did not provide a reconciliation of these amounts and was 
unable to adequately explain the differences identified. The municipality’s 
records did not permit the application of alternative procedures. Consequently, I 
did not obtain all the information and explanations necessary to confirm the 
amounts paid to third parties. 

Cash flow statement 

42. As disclosed in the cash flow statement, current year cash paid to suppliers and 
employees’ amounting to R21.1 million was incorrectly added to cash receipts 
from customers amounting to R85.2 million instead of being subtracted. Cash 
generated from operations and net cash flow from operating activities is 
therefore overstated by R42.2 million. 
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43. The municipality was unable to provide a recondliation between employee 
related costs of R28.2 million as per note 17 to the annual financlal statements 
and the amount disclosed in the face of the cash flow statement as cash paid 
to suppliers and employees amounting to R21.1 million. 

Irregular expenditure 

44. In terms of section 1 1 1 of the MFMA, the accounting officer must ensure that the 
municipality has and implements a supply chain management policy (SCM). 
However, goods and services totalling R10.3 million were found to have been 
procured without having followed the required SCM procedures and were thus 
found to be irregular. 

45. Furthermore, remuneration paid to councilors during the year was incorrectly 
based on the scales applicable to a grade 3 municipality as opposed to a grade 
2 municipality. The overpayment of R0.5 million is deemed to be irregular. 

46. The municipality has not disclosed the abovementioiied amounts as irregular 
expenditure in the notes to the annual financial stat^ments. 

Unauthorised expenditure ' 

47. The municipality has not disclosed una,u|horised expenditure of piO rpillion in 
the notes to the annual financial staterrf^ft;s. This u|auttiorised expenditure was 
incurred as a result of a conditional grant func|tng %hich was hot used in 
accordance with the intended purpose of the grarit. 

Fruitless and wasteful expenditurf 

48. The municipality appointed a consulting firm to assist vv|iii the conversion from 
the IMFO to Statements of GRAP. Due to l,ac| of suppbrting documentation and 
appropriate system^gjgj. place, the corfeultants were unable to perform the 
conversion to the ^kl'ments of GRAP. The *municipality then appointed a 
second consu|^|ig firm to perfoim the conversion. Notwithstanding this, the 
original consdTting firm was paid an amount df R0.5 million. 

49. This am^^ineets the definitiorte fruitliess and wasteful expenditure as set out 
in ch|^^P%|of the MF^A. Hov^ver the municipality has not disclosed this 
arr^lnt as fruitless and wasteful expenditure in the notes to the annual financial 
a^ements. 

Financial instruments 

50. The municipality did not comply with the provisions of the Internatlonal 
Accounting Standar:^ (lAS) 32 and 39 in respect of the disclosure, recognition 
and measuremen^f financial instruments. Due to documentation that was not 
provided it was not possible to assess the impact of this non-disclosure. 
Furthermore, the municipality did not disclose all items required by the 
International Financial Reporting Standard (IFRS) 7 in the annual financial 
statements. 

Adverse opinion 

51 . In my opinion, because of the significance of the matters described in the Basis 
for adverse opinion paragraphs, the financial statements do not present fairly the 
financial position of the Umzimvubu Local Municipality as at 30 June 2009 and 
its financial performance and cash flows for the year then ended, in accordance 
with the Statements of GRAP and in the manner required by the MFMA. 
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Emphasis of matter 

I draw attention to the following matters on which I do not express an adverse 
opinion; 

Material underspending of the budget 

52. As disclosed in appendix D the municipality has materially underspent its 
budget. 

Material inconsistencies in information included in the annual report 

53. 1 have not obtained the annual report and have not been able to identify any 
material inconsistencies with the annual financial statements. 


Other matters 

I draw attention to the following matters that are ancillary to my responsibilities in the 

audit of the financial statements: 

Material non-compliance with applicable legisiation 

Municipai Systems Act (MSA) 

54. No performance contracts for the municipal manager and section 57 employees 
were in place during the year under review. This is a material contravention of 
section 57 of the MSA and is likely to have a negative impact on achieving the 
municipality’s objectives. 

55. The members of council have not disclosed their direct and indirect business 
interests as required by section 54 of the MSA read with paragraph 5{a) and (b) of 
schedule 1 code of conduct for councilors of the MSA. 

Value added taxation 

56. The municipality did not comply with section 28(1) of Value Added Taxation Act 
as Vat returns were not submitted timeously to the South African Revenue 
Services. 

Municipal Finance Management Act (MFMA) 

57. The municipality did not comply with sections 65(2){b) and (c) of the MFMA as 
payments to creditors was not made within 30 days of receiving the relevant invoice 
or statement. 

Internal control deficiencies 

58. Section 62(1)(c)(i) of the MFMA states that the accounting officer must ensure 
that the municipality has and maintains effective, efficient and transparent 
systems of financial and risk management and intemal control. The table below 
depicts the root causes that gave rise to the deficiencies in the system of internal 
control, which led to the adverse opinion. The root causes are categorised 
according to the five components of an effective system of internal control. (The 
number listed per component can be foilowed with the legend below the table.) 
In some instances deficiencies exist in more than one internal control 
component. 
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Par. No. 

Basis for adverse of opinion 

CE 


m 



8 

Change in accounting policy 




1 


9 

Journals 

1 




1 

10-11 

Comparative figures and opening baiances 




1 


12-14 

Trade and other receivables 

1 




1 

15-18 

Consumer debtors 

2 


3 



19-22 

Property, plant and equipment 





1 

23 

investment properties 


2 




24-25 

Payables 





1 

26 

Unspent conditional grants and reserves 




1 


27 

Provision for the rehabilitation of landfill sites 


2 




28 

Employee benefits 


2 




29-30 

Accumulated Surptus ^ 

: 1 





31-33 

Grants and subsidies 1 





1 

34 

Assessment rates % 



■ 

■ 


35-39 

Operatlng expenses ^ 



m 

m 

1 

40-41 

Employee related costs " ^ ^ 


■ 

m 


1 

42-43 

Cash flow statement 






44-46 

Irregular expenditure 

1 

2 




47 

Unauthorised expenditure 

.5^-: ■■■■■■■ :.■;■■■:■:■:■::■■■■ 

1 

2 




48-49 

Fruitlesl%nd wasteful expenditure 

1 

2 




50 

Financial instftt^erits : , 


2 





59. TO%|e was no mooitoring of the processing of information throughout the 

financial year and the munlcipality was highly dependant on consultants to 
process its financial information, Management did not have an understanding as 
to how the IriformatiQlt is processed and the adjustments which were made on 
the system. F 

60. Management a^d officials within the finance section have limited knowledge as 
to how the Munsoft system operates as a result of inadequate training on the 
system. Reconciliations between Payday and the Munsoft system have 
therefore not been performed on a monthiy basis. 


IMgaOontrol 


The organisatlonal structure does nol address areas of responsibility and lines of reporting to support effective control over 
financial reporting. 

1 

Management and staff are not assigned appropriate leveis of authority and responsibility to faciiitate control over financial 
reporting. 

2 

Human resource policies do not facilrtate effective recruitmentand training, disciplining and supervision of personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set the standard forfinancial reporting. 

4 ’ 

The accounting officer/accounting authority does not exercise oversight responsibility over financial reporting and intemal 
control. 

5 

Management’s philosophy and operatlng style do not promote effective control over financial reporting. 

T" 

The entity does not have indivlduals competent in financial reporting and related matters. 

7 
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Management has not specified financial reporting objectives to enabie the identification of risks to retiable financiai 
reporting. 

1 

The entity does not identify risks to the achievement of financial reporting objeclives. 

2 

The entity does not analyse the likelihood and impact of the risks identified. 

3 

The entity does not determine a risk strategy/action plan to manage identified risks. 

4 

The potential for material misstatement due to fraud is notconsidered. 

5 


There is Inadequate segregatron of duties to prevent fraudulent data and asset misappropriation. 

1 

General information technology controfs have not been designed to maintarn the integrrty of the information system and the 
securlty of the data. 

2 

Manual or automated controls are not desrgned to ensure that the transactions have occurred, are authorised, and are 
completely and accurately processed. 

3 

Actrons are not taken to address risks to the achievement of financial reporting objectives. 

11 

Control activities are not selected and developed to mitigate risks overfinancial reportlng. 

m 

Policies and procedures related to fmancial repoiting are not established and communicated. 

Qi 

Realistic targets are not set for financial performance measures, vifhich are In turn not linkecf'to an effective reward system. 

7 


Perlinenl information is not identrfied and captured in a form and time frame to support financlal reporting. 

D 

Information required to implement internal control is not available lo personhel to enable intemal control responsibilitres. 

B 

Communications do not enable and support the understanding and execution of internal contfOl processes and 
responsibilities by personnet, 

3 




1 

Neither reviews by internal audit or the audlt committee nor self -assessments are eyident. 

2 

Internal control deficiencies are not identified and communicated in a timeiy manner to allowfor corTective action to be 
taken. I 

3 


Key Govemance Responsibilities 

61.The MFMA tasks |be accounting offiiffer with a number of responsibilities 
concerning financidl^nd risk management and dnternal control. Many of these 
have been ad^ressed in detail above. Fundamental to achieving this is the 
implementatidn of key governance respppsibilities which I have assessed as 
foltows. 


No. 

IMatter 

Y 

N 

Cle^^trgil of supportlng docurnehtation that is easily available and provided in 
a timely manner ^ 


1. 

No signi|icant difficulties were experienced during the audit concerning delays or 
the availability of r^quested information. 



Quality of financiai statements and related management information 


2. 

The financiat statements were not subject to any material amendments resulting 
from the audit. 



3. 

The annual report was submitted for consideration prior to the tabling of the 
auditor’s report. 



Timeliness of financial statements and management onformation 


4. 

The annuai financial statements were submitted for auditing as per the iegislated 
deadlines section 126 of the MFMA. 



Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 
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No. Matter 

Y 

N 

Deveiopment and compliance with risk management, effective internal controi 
and governance practices 


6. 

Audit committee 




• The municipality had an audit committee in operation throughout the 
financial year. 



« The audit committee operates in accordance with approved, written terms of 
reference. 



• The audit committee substantially fulfilled its responsibiiities for the year, as 
set out in section 166(2) of the MFMA. 



7. 

internai audit 




• The municipality had an intemal audit function in?^|laration throughout the 
financial year. 



• The internal audit function operates in terps of an approved internai audit 
plan. 



• The internal audit function substantia(iy%ujfilled its responsibiiities for the 
year, as set out in section 165(2) of tft MFMA. * 



8. 

There are no significant deficiencies inlthe design and implementation of internal 
control in respect of financial and risk mahagement. i , 



9. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of compliance with applicable iaws and regulations. 


■ 

10. 

The information systems wer% agpropriate to facilitate the preparation of the 
financial statements. 

■ 

■ 

11. 

A risk assessment was conducted on a regular basjs and a risk management 
strategy, which includes a fraud prevfplion planv^ and used as set 

out in section 62^^95(c)(i) of the lli^MA. 

■ 

■ 

12. 

Delegations pf respdnsibility are in pjace, as set out in section 79/1 06 of the i 

MFMA. 1\. ,, i 

■ 

■ 

Follow-up of audit finc^hg^ 


13. 

The prior^ar audit findings have been substantiaily addressed. 



Issues relating to thp feportipg' of performance information 


14. 

The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 

■ 

■ 

15. 

Adequate control jSrocesses and procedures are designed and impiemented to 
ensure the accura€y and compieteness of reported performance information. 



16. 

A strategic plan was prepared and approved for the financial year under review 
for purposesfof monitoring the performance in reiation to the budget and delivery 
by the municipality against its mandate, predetermined objectives, outputs, 
indicators and targets in terms of section 68/87 of the MFMA. 



17. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approvai by those charged 
with governance. 




62. Significant delays were experienced during the execution of our audit as a result 
of the municipality not providing documentation and expianations required for 
audit purposes. A structured process was followed in an attempt to obtain the 
documentation and explanations. Management was regularly informed of the 
delays experienced. Most documentation and explanations required were oniy 
submitted after several attempts. This was due to inadequate systems of 
monitoring and supervision in place throughout the financial year. 
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63. The municipality submitted their annual financial statements on the due date. 
However, there were significant delays in the submission of documentation 
supporting balances and information contained within the financial statements. 
This information should have been readily available, as it should have been the 
base from which the municipality prepared the financial statements. 

64. The annual report has not been submitted for consideration prior to the audit 
report being signed as the municipality is slill in the process of preparing the 
annual report. 

65. The audit committee did not review the financial statements before the 
submission on the 31 August 2009 and as a result they were not able to detect 
the numerous errors identified during the audit process. Furthermore the audit 
committee only met twice during the financial year and as a result were unable to 
effectively discharge their mandate. 

66. The internal audit function did not have an internai^^lfit pian approved by the 

audit committee before the start of the financial y^#L)ue to the late submission 
of internal audlt reports for audit purposes, it was incertain as to what work was 
performed by the internal audit function. vi, ’ 

67. The significant deficiencies in the desigri/^ljd impleipentation of internaj^ontrol in 
respect of financial and risk managem^ were attributed to a iack pf approved 
and implemented policies being in place for tf|e fulJsVear under review and to key 
internal controls and processes that were either not in place or not functioning as 
intended. 

68. The significant deficiencies in the desig^ and implement^ion of internal control in 
respect of the compliance with applicabie la^s and regulations were attributed to 
a lack of implemented controls not being adliWefl to dnd a iack of monitoring and 
supervision by manp§^fent. Managepent has npt taken sufficient action to clear 
all audit findings. Management had an'audit intervention plan in place to address 
high risk areaff however this was not effective as they did not evaluate their 

. plans. 

69. The rnu^Bfl^ity has npt undertaken a risk assessment to assess any risk for 

fraud^nd hal' cphsequently not developed a fraud prevention plan. This is as a 
rp^ult of action plans and foHo# Upi on prior year issues not sufficiently addressed 
ly hria'nagement. ^ 

70. Managernent had an audit intervention plan in place to address prior year 
findings, however thepe plans were not implemented by management as reliance 
was placed on consiltants to address the prior year issues. Monthly accounts 
and reconciliatipns were only performed at year end and not on a regular basis 
throughout the ffnancial year. 

71 . The reliability of the source documentation and systems utilised to gather the 
information was not found to be reliable as the Munsoft system was only 
implemented two months before year end. This resulted in all information for the 
year only being processed at year end and numerous journals being passed, 
without adequate supporting documentation, to balance accounts. 

72. There was no adequate performance management system in piace for the year 
under review as the former municipal manager did not consider performance 
reviews to be of importance. 

73. The main factor that contributed to the adverse opinion was due to the 
municipality not having the capacity to deal with the financial reporting resulting in 
no segregation of duties. Due to the capacity constraints, monthly reconciliations 
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and reviews were not performed. There were no adequate records that were filed 
and no individual was responsible to ensure ali supporting documentation was 
maintained. 

74. The financial statements submitted were not appropriate in terms of the reporting 
standards set out in the Statements of GRAP and the municipality does not have 
the experience and knowledge to fully comply with these accounting standards. 

75. Furthermore consultants were contracted close to year end to prepare the annual 
financiai statements and to process transactions that had not been done 
throughout the year. This did not allow adequate time for the preparation of the 
annual financial statements. 

76. The municipality were also not fully involved with the consultants which resulted in 
them being unaware of what amounts were being processed in the accounting 
system and the amounts recorded in the annual financial staternents. 

REPORT ON OTHER LEGAL AND REGULATORY FlEQUiREii|ENTS 
Reporting on performance information 

77. 1 was engaged to the review of performad|« information. f 

The accounting officer’s responsibility for the perfo^malace information 

78. In terms of section 121(3)(c) ofvThe MFMA, the ahnual report of a municipality 
must include the annual perforrr|ahce report of the municipality prepared by the 
municipality in terms of section 46 of Local Governmehl: Municipal Systems 
Act, 2000 (ActNo. 32 of 2000) (MSA).^^ 

The Auditor-General’s^sponsibility ^ 

79. 1 conducted mir^^agernent in accordance with'^ section 13 of the Public Audit 
Act, 2004 re%d^ith General Notice 616 qf ^08, issued in Government Gazette 
No. 31057 of 15 May 2008m\6 section 45 6^ the MSA. 

80. In ternn| p| the foregoing rny engage0lnt included performing procedures of an 
audit rature to obtain sufficient appropriate evidence about the performance 
relaled systems# processes and procedures. The procedures 
seflqted depend on the auditof’s judgement. 

81 . 1 believe that the evidence I have obtained is sufficient and appropriate to 
provide a haSis for the audit findings reported below. 

Audit findings 

Performance information not received in time 

82. An assessment could not be performed of the reliability of the reported 
performance information, as set out on pages [xx] to [xx] of the annual report, 
since the information was not received in time for audit purposes. 
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appreciation 


83. The assistance rendered by the staff of the Umzimvubu 
the audit is sincerely appreciated. 


Local Municipality during 


East London 
30 November 2009 




